A diagnostic review of the Spanish financial system during the 2008 financial crisis reveals the emergency need for banking reform in the sector. In an attempt to evaluate the impact of the Spanish reform, the present study examines the bank´s performance before/after the reform was adopted, using data of 19 Spanish commercial banks extracted from the Global Vantage research database (Standard and Poor's) over the period 2006 to 2013. This study uses multivariable regression method to investigate the impact of the CAMELS rating system: capital adequacy, asset quality, management quality, liquidity and sensitivity to market risks on the bank´s performance such as earnings efficiency. The time-line of the study is essential because it helps us to determine the financial performance of Spanish commercial banks before the banking reforms during the financial crisis and an important set in terms of mergers and acquisition in the banking industry. The empirical results have found strong and positive evidence that Capital Adequacy, Management Capacity, Liquidity and Sensitivity to Market Risk are useful predictors of banks performance (earnings efficiency), thus, any reform pilot toward this banking indicators will eventually have a positive impact on banking performance. Base on the present study, the Spanish reform was so vital for better banking performance. Therefore, this study serves not only to academics but also to policy makers.
Introduction
After the 2008 financial crisis, the performance of financial service has become the number one priority of most government officials. It is because banks and other financial institutions are known as the most important activity since their strategies affect economic development, employment, prices and national income (IMF, 2014) . Thus, any positive or negative events encountered in this sector, is possible to impose threat to the entire economy. In other word, financial crisis encountered by countries primarily have its effect on the banking sector which is later being spread on the others sectors in the economy (Cibrán et al., 2008) .
According to the recent financial crisis which causes bankruptcy around the world, Spain was placed at the top list because of the crucial state of its banking system which makes its economy vulnerable (Carbó-Valverde, 2011), unsustainable fiscal deficits, rising borrowing cost, rapid job loss and severe financial turmoil (IMF, 2014) . Before the crisis, the presentation of the income statements of Spanish banks 2007 reveal more traditional banking crisis, consisting of excess leverage and excess mismatch of the timing of assets and liabilities which was materialized under the shadow of an unregulated and unsupervised banking system.
Following the diagnosis of financial stability forum, evidence shows that low real interest rates and abundant liquidity; and a wave of financial innovation with little or no supervision by the authorities in charged were the core stimulus of the Spanish banking crisis. Thus, the spin off effect of the global financial crisis on Spanish banking sector makes Spain in collaboration with the European Financial Stability Facility (EFSF) developed a supported program aimed to gear the financial sector´s participation to these forces by requiring weak banks to more decisively clean their balance sheet and by reforming the sector´s policy framework (FSF,2008) .
Further, to know how effective and efficient banking system is, efficient use of credits, and all the guidelines stipulated by the reform´s authority on Spanish banks, it is vital to assess the financial performance of the banking sector before and after the reforms. Financial performance indicates how the banks and other financial institutions use the available stipulated guidelines to protect the banking operating against continue risk or due to gambling incentive related to capital market (Teker et al. (2011) .
Even though performance measurement entails identifying criteria and features that have crucial role in reaching the goal of a bank, Atkinson, (1997) illustrates criteria for evaluating firm's performance: measurement must be significant and understandable from the viewpoint of user; measurement method must be reliable and stable; and must be reviewed and generally be accepted by all people from difference perspectives. Nevertheless, banks and other financial service firms pose a special challenge appraising them for some reasons: difficulty in cash flow estimation; heavily regulated and changes in regulatory requirement; and assets being marked to market more frequently (Damodaran, 2009) .
In this paper, we focus on bank´s performance before/after the reform was adopted by the Spanish banking sector. We shall argue in this paper that reforms in the financial sector have been the core factor for the overall increase in net gain in the sector. Reforms in this sector have been well sequenced; taking the state of the market in the other segments or has large externality and formed the key institutions maintaining the payment system of an economy. Therefore, we employ CAMELS technique used in measuring bank performance which consists of six components: capital adequacy, asset quality, management, earning, liquidity and sensitivity to market risks. The dataset of this study consists of 19 commercial operating Spanish banks during 2006 to 2013. The timing period reveals very important set in terms of mergers and acquisition in the banking industry after the reform legislation was passed.
In the second section, we provide a brief insight of the existing literature covering: the Spanish financial system; banking sector reforms; and a summary of studies using the CAMELS rating system in order to achieve financial performance in the banking sectors. Research design and the variable measurement employed in assessing the hypothesis of the present study will be discussed in third section. In the fourth section, we present and interpret the result obtained from third section. Lessons emerging from the Spanish experience for issues of topical relevance for the monetary authorities are considered in the final section.
Literature Review

Spanish financial sector
In broad term, financial service firm refers to any firm that is able to produce financial products or services. In Spain especially, when referring to financial service firms, more reference can be seen from the evolution of the Cajas de Ahorros Españoles (Pison Fernández, & Feijóo Souto, 2003) . In fact, financial sector has been one of the most innovation and dynamic in the last 20 or 30 years (Huarte et al., 1989). It was precisely this intense innovation alone side with under-regulated financial system which incubated the 2008 financial crisis. Speaking of Spanish banks, creditable legislation was passed even though the separation between banks, insurance companies, investment banks and firms was always seemed artificial.
According Real Decreto-Ley11/2010, banks were giving a wide range of choosing the legal form they wish to develop specific financial activity. Recently, even though the financial crisis has marked a decline in the Spanish financial system, it is certain that is only part of the European financial system and as such demonstrate the continue need for external funding, integration and unification of the European financial system. Thus, the financial service sector has been the foundation of the Spanish economy (Pisón Fernández, 1980) ; banks providing much of the capital for growth and foreshadow both equity and bond markets as pioneers in risking sharing. Table 1 below summarizes the market capitalization of publicly traded banks, insurance companies, brokerage houses, investment firms and thrift in Spain after the reforms in the financial sector. 
Banking Sector Reform
The main objective of the banking sector reforms was to ensure adequate bank capitalization and reduce uncertainty regarding the strength of their balance sheets; legal framework for a swift and orderly process of financial sector restructuring and sound operating environment with the ultimate goal of improving the allocative efficiency of resources through operational flexibility, improved financial viability and institutional strengthening (RGS, 2012). Furthermore, the reforms have focussed to reestablish its access to the market, ensuring credit starts to flow into the real economy, removing financial repression through reductions in statutory pre-emption, while stepping up prudential regulations at the same time (RGS, 2012). The banking sector reform was strategized in two approaches.
First, clean up and protecting order of the balance sheets of financial entities (IMF, 2014) was approved under an initiative from the government, with two separate external assessment reports. In particular, a special emphasis was placed on improving credibility of the Spanish financial system and clarifies any doubts regarding the bank´s balance sheets, thus creating flexibility for recapitalisation of about 100 billion Euros from its European partners with a proportion of 16 and 26 billion Euros at best and of between 51 and 62 billion Euros at worst (RGS, 2012).
Second, active step were taken by the Spanish government to established legislation assumed under the memorandum of understanding for the recapitalisation of the banking sector and strengthens the crisis resolution instruments available to credit entities, thus, reducing the probability and seriousness of future economic crises. Also, the supervisory system was revamped in view of the crucial role of supervision in the creation of an efficient banking system as in table 2 (see appendix).
Measures to improve the performance of the Spanish banking system have included (i) early stage risks are identify and address through continued proactive monitoring and supervision in order to ensure adequate provisioning; (ii) banks are encourage bolster capital in ways that do not irritate alreadytight credit condition; (iii) restructuring corporate debt and reducing impediments to assets disposal; (iv) the use of more complete banking union and more monetary easing by the ECB to further reduce funding cost and easing of credit condition through swift progress; (v) institutionalisation of a mechanism facilitating greater coordination for regulation and supervision of financial conglomerates; and (vi) mitigation of conflict of interest through enhance of FROB´s checks and balances as well as maintaining corporate governance and internal control strategy for the loss of control over saving and commercial banks (RGS, 2012 & IMF, 2014).
The History of CAMEL
The determination of financial performance of commercial banks using the application of CAMEL rating system have been growing both local and internationally. Initially, CAMEL was developed in the US by regulating bodies administering commercial banks in order to detect the financial distress of a saving bank (CBRE, 2013). As regard to the history of introducing CAMEL, it was originally implemented by the US banking institution which consists of five areas of bank performance, namely, capital adequacy, asset quality, management quality, earnings efficiency, and liquidity. CAMEL rating system was aimed at appraising the performance of commercial banks during the early 1970s. Since then, the application of CAMELS has spread up globally in respect of evaluating the financial performance in the banking sector (Abassgholi, 2010).
With respect to the predicting bank failure in recent years, several academic studies have illustrated the extent to which private supervisory measures are useful in controlling bank´s deficiency. The emergency of the banking crisis during the 1990 have stipulated the provision of another component to the CAMEL rating system called Sensitivity to Market Risk (S). Thus, the criteria for evaluating the performance of the banks under the CAMELS became capital adequacy, asset quality, management quality, earnings efficiency, liquidity and sensitivity to market risk. Consistent with this measurement, International Monetary Fund 2014 research illustrated CAMELS ratios as the most efficient measurement in term of preserving financial stability.
In Spain, Banco de España as a regulatory body in joint collaboration with European Financial Stability Facility (EFSF) have found the CAMELS rating system useful in the assessment of the financial soundness of commercial banks after the great reforms in the sector. In recent research, the CAMELS rating system have been found very interesting in the measurement of financial performance of state, private and foreign banks after the global financial crisis (Dincer et al., 2011). Finally, table 3 below illustrates several studies using the CAMELS ratio in order to achieve performance measurement of banking sector during the financial crisis. (see table 1 above), and the time frame is chosen because it was during the last quarter of 2007 that the Spanish Financial Crisis began. All banks have available yearly data for the CAMELS rating system except for the year 2013 that the data were drawn directly from the annual report of each bank using the variable measurement process as stipulated below. Each bank has its own code, called Global Vantage Key (GV Key).
The time-line of the study is essential because it helps us to determine the financial performance of Spanish commercial banks before the banking reforms during the financial crisis. It further expands the year to 2012 to 2013 as to identify the banking performance after the reforms of the financial sectors using simple regression. The timing period reveals very important set in terms of mergers and acquisition in the banking industry.
Since this study aims to examine the relationship between the variables, it used a correlation method to test the assumptions of the multivariable regression. Thus, it is consistent with Gilbert et al., 
The regression equation becomes: 
Variable Measurement
Capital adequacy ratio expresses in percentage the amount of a bank´s capital to its risk weighted credit exposures. According the international standard, banks must maintain a minimum capital adequacy ratio to ensure that it can absorb a reasonable level of losses before becoming insolvent (BS2A, 2013; FRBSF, 1999; NCUA, 2013 and AIA, 1996).
Asset quality is very important because it is allows evaluation of the quality of loan portfolio using trend analysis and peer comparison. Thus, the greatest risk face by bank is the risk of loan losses derived from the delinquent loans. According to the European Central Bank (ECB), asset quality enhances the level of transparency of the balance sheet of significant banks and rebuilds investor confidence (ECB, 2014 & AIA, 1996).
Management capacity:
The AIA approach stipulated that the management capacity plays the most important role in a bank´s success. This can be attributed to operating ratio, profit per employee, expenses per employee, and gross earning assets to total assets. Bank´s board size reveals an outstanding financial performance and reduces the problem of free-rider in Nigeria (Uwuigbe & Fakile, 2012; AIA, 1996) .
Earning quality: The capacity of profitability has contributed greatly in maintain the financial health of financial sector in Spain. For the purpose of appraising the impact of earnings on banks, this paper has taken in to consideration the following accounting ratio below (Cibrán et al., 1997).
Liquidity expresses the degree to which bank is capable of mobilizing short-term deposits at lower interest rate, and investing these funds in long-term at higher rates, thus maintain the level of liquidity sufficiently to meet its financial obligation in a timely manner with minimal loss (BS2A, 2013; FRBSF, 1999; UFIRS, 2013; NCUA, 2013 and AIA, 1996).
Market risk addresses the changes in interest rates and foreign exchange rates. It reflects the capital and earnings exposures that stem from changes in interest rates for banks that operate in credit card lending. Thus, changes in interest rates affect earnings by changing net interest income and the level of other interest-sensitivity income and operating capital. For purpose of this study, we consider the gross domestic product (GDP), consumer price index (INF) and market capitalization (MC) to reflect the market risk (BS2A, 2013; FRBSF, 1999; UFIRS, 2013; NCUA, 2013 and AIA, 1996).
Hypotheses
The main aim is to illustrate the predictability chain in which changes in the banking performance may be assess through the exploitation of CAMELS rating system before/after the reforms of the banking sectors using multivariable regression method. Based on the above measurement, the present study seeks to test the following hypotheses:
H 1o : β = 0 (Capital Adequacy is not a useful predictor of banks performance) H 1a : β ≠ 0 (Capital Adequacy is a useful predictor of banks performance) H 2o : β = 0 (Asset Quality is not a useful predictor of banks performance) H 2a : β ≠ 0 (Asset Quality is a useful predictor of banks performance) H 3o : β = 0 (Management Capacity is not a useful predictor of banks performance) H 3a : β ≠0 (Management Capacity is a useful predictor of banks performance) H 4o : β = 0 (Liquidity is not a useful predictor of banks performance) H 4a : β ≠ 0 (Liquidity is a useful predictor of banks performance) H 5o : β = 0 (Sensitivity to market risk is not a useful predictor of banks performance) H 5a : β ≠ 0 (Sensitivity to market risk is a useful predictor of banks performance)
Results
Descriptive Statistics
In Analysing table 5.1 revealed that most of the correlation between ROE, CAP, ASS, MGE and MRISK were highly significant (p<0,01), ranged between 0,583 and 0,821. Return on Equity (ROE) was highly significantly and positively correlated with Capital Adequacy (CAP) Management quality (MGE) and Sensitivity to Market Risk (MRISK). Return on Equity (ROE) was highly significantly and negatively correlated with Assets quality (ASS) and Liquidity (LIQ). Table 5 .2 below summarised the correlation results between return on equity and capital adequacy, assets quality, management capacity, liquidity and sensitivity to market risk after the Spanish financial reforms during the year 2012 to 2013. Analysing table 5.2 revealed that return on equity (ROE) have significant and positive correlation with capital adequacy (CAP), assets quality (ASS), liquidity (LIQ) and sensitivity to market risk (MRISK) at p<0,05, ranged between 0,519 and 0,792 but no significant correlation with management capacity (MGE) at p>0,05. Finally, there were evidence of significant correlation between the dependent variable (ROE) and the predictors (ROE, CAP, ASS, MGE and MRISK) across the difference periods. However, the result revealed that before the reforms in the financial sector, management capacity exhibited exponential power on the banking performance unlike after the financial reforms from 2012 to 2013. The predictors were also significantly autocorrelated with each other which was acceptable since there were no substantial correlation (r<0,9) between the predictor (MGE) that could cause multicollinearity issues in the studied banks in Spain. Source: Computed by researchers using SPSS 22 (2014) Histograms and scatter-plot graphs were further developed from the residuals to check the existence of normality with the distribution and the adhered of the assumptions of homoscedasticity (Tabachnick, 2001 ) and linearity figure 1 below. 
Conclusion
In Spain, the banking services have been categorized as most important activity in the economy, thus banking performance remain at stake to many investors and governmental policies makers. Using the CAMELS rating system along side with multivariable regression have shown that the 19 Spanish banks can maintain high banking performance by increasing the Capital Adequacy, Management Capacity, Liquidity and Sensitivity to Market Risk. Since the reforms had as objective to ensure that transfer of assets does not affect management effectiveness, in Model 2, there was no correlation between assets quality and management capacity. The significant values of the F Statistics across the three models as shown above demonstrate that the models are not bias.
Therefore, in Model 1 (before the banking reforms), we reject the null hypotheses and accept the alternative hypotheses which states Capital Adequacy, Management Capacity, Liquidity and Sensitivity to Market Risk are useful predictors of banks performance while we do not reject the null hypothesis which Assets Quality is not a useful predictor of banks performance (see table 6 above). There is significant relationship found between Capital Adequacy, Management Capacity, Liquidity and Sensitivity to Market Risk and Banks performance.
In Model 2 (after the banking reforms were implemented), we reject the null hypotheses and accept the alternative hypotheses which states Capital Adequacy, Management Capacity, Liquidity and Sensitivity to Market Risk are useful predictors of banks performance while we do not reject the null hypothesis which Assets Quality is not a useful predictor of banks performance (see table 6 above).
In Model 3 (before/after the banking reforms), we reject the null hypotheses and accept the alternative hypotheses which states Capital Adequacy, Management Capacity, Assets Quality and Sensitivity to Market Risk are useful predictors of banks performance while we do not reject the null hypothesis which Liquidity is not a useful predictor of banks performance (see table 6 above). The nonsignificant relationship found between liquidity and Banks performance is consistent with the conclusion drawn by prior studies in table 3.
